SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board

Author: O Connel | Analyst: Jeani Brent Bill Number: SB 1923
Related Bills: See Prior Analysis Telephone: 845-3410 Amended Date: 05/ 26/ 98
Attorney:  Doug Bramhal | Sponsor:

SUBJECT: LAMBRA Tax | ncentives/CSU Channel Islands Site Authority Act

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTSIMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.
X DEPARTMENT POSITION CHANGED TQO__No Position
REMAINDER OF PREVIOUS ANALYSIS OF BILL AS INTRODUCED/AMENDED STILL APPLIES.

X OTHER - See comments below.

SUWARY OF BILL

Under the Governnent Code, this bill would create the California State

Uni versity, Channel Islands Site Authority Act. This bill also would provide
that a business located in the site would be eligible for the tax benefits
provided in the Revenue and Taxation Code provi sions.

Under the Revenue and Taxation Code, this bill would provide that, for taxable
and i ncome years beginning on or after January 1, 1998, and before

January 1, 2008, the California State University Channel |slands site would be
deened designated as a Local Agency MIlitary Base Recovery Area (LAMBRA) and, for
pur poses of receiving the same tax benefits as a business |located in a LAVBRA,
each LAMBRA tax incentive available to businesses in LAMBRAs woul d be avail abl e
for businesses |located in the California State University Channel I|slands site.

This bill also contains other provisions regarding the Channel |slands site that
do not inpact the Franchi se Tax Board.

SUVVARY OF AMENDIVENT

The May 26, 1998, anendnments added a provision that taxpayers could claimthe tax
incentives only if (1) they are engaged in a trade or business within a

desi gnated Channel Islands site and (2) their primary |ine of business is other
than retail sales, unless the retail sales conponent of the business is
integrated with the CSU m ssion.

The May 12, 1998, anendnents noved the provisions regarding the LAVBRA t ax

i ncentives fromthe Governnent Code to the Revenue and Taxation Code and
speci fi ed dates of operation for those provisions. The amendnents resolved the
policy consideration discussed in the departnent’s analysis of the bill as
anended April 21, 1998.
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Except for the Board position included below, the remainder of the department’s
analysis of the bill as amended April 21, 1998, still applies. In addition, the
following implementation and technical considerations apply.

Implementation Consideration

This bill would exclude certain retail sales as a qualifying activity for the
incentives. However, the bill does not provide a means by which the department
could verify that taxpayers meet the criterion. According to discussions with

the author's staff, the attached amendments would allow the author to include the
specific Standard Industrial Classification Codes for which the incentives would
not apply.

Technical Consideration

This bill provides that the site would be deemed designated as a LAMBRA and all
LAMBRA tax incentives would apply for taxable and income years beginning on or
after January 1 1998, and before January 1, 2008. However, the LAMBRA tax
incentive statutes apply only through taxable or income years beginning before
January 1, 2003. As discussed with the author's staff, the attached amendments
would ensure that the tax incentives utilized by this bill would continue to

exist for the Channel Islands site after the LAMBRA incentives expire. Also, the
attached amendments would ensure that, if the LAMBRA tax incentives are amended
subsequent to the enactment of this bill, the tax incentives for businesses

located within the site would not change.

BOARD POSITION

No Position.

At its May 28, 1998, meeting the Franchise Tax Board considered this bill but
took no position. Controller Kathleen Connell was neutral, Member Dean Andal was
in support, and the representative from Department of Finance was absent.
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FRANCHISE TAX BOARD'S
PROPOSED AMENDMENTS TO SB 1923
As Amended May 26, 1998

AMENDMENT 1

On page 18, lines 27 through 40 and on page 19, lines 1 through 11,
modify Section 17049, as follows:

17049.(a) For taxable years beginning on or after January 1, 1999, and
before January 1, 2008, a "site" as defined in subdivision (d) of Section 67472
of the Government Code is deemed to be designated as a local agency military base
recovery area (LAMBRA) pursuant to Section 7114 of the Government Code, as that
section read on January 1, 1999, for purposes of receiving, to the same degree
and in the same manner as a business located within a LAMBRA, all of the
following tax benefits:

(@)

(1) A hiring tax credit against personal income tax liability pursuant to
Section 17053.46.

¥

(2) A net operating loss carryforward pursuant to Section 17276.2.
(e

3) A business expense deduction for qualified property pursuant to Section

P~

17268.

¥ |

(4) A credit against personal income tax liability in an amount equal to the
amount of sales or use tax paid on qualifying purchases pursuant to Section
17053.45.

A

(b)(1) Except as provided in paragraph (2), a taxpayer may claim the
benefits specified in paragraphs (1) through (4), inclusive, of subdivision (a)

to{d);-inclusive,—— if that taxpayer is engaged in a trade or business within the
designated S|te pursuant to Section 67472 and the pnmapy—hneef—buaﬂessas—

(2) This section shall not apply to any taxpayer whose primary line of
business is retail sales as described in Codes to , inclusive, of the
Standard Industrial Classification (SIC) Manual published by the United States
Office of Management and Budget, 1987 edition.

(c) If a tax benefit otherwise would be allowable pursuant to paragraphs (1)

through (4), inclusive, of subdivision (a) for any taxable year after Sections
17053.45, 17053.46, 17268, or 17276.2 have become inoperative or have been
repealed, then, notwithstanding that the section has become inoperative or has
been repealed, those sections shall be deemed to remain in existence solely for
purposes of allowing the tax benefits provided under this section.
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AVENDMENT 2
On page 19, lines 14 through 39, nodify Section 23005, as follows:

23005. (a) For incone years beginning on or after January 1, 1999, and
before January 1, 2008, a "site" as defined in subdivision (d) of Section 67472
of the Government Code is deenmed to be designated as a |l ocal agency military base
recovery area (LAMBRA) pursuant to Section 7114 of the Governnent Code, as that
section read on January 1, 1999, for purposes of receiving, to the sane degree
and in the sane manner as a business |ocated within a LAVBRA, all of the
follow ng tax benefits:

£

(1) Ahiring tax credit against bank and corporation tax liability pursuant
to Section 23646.

o

2) A net operating loss carryforward pursuant to Section 24416. 2.

2§

3) A business expense deduction for qualified property pursuant to Section

24356.

(00

=%

4) A credit against bank and corporation tax liability in an anpbunt equal
to the anmount of sales or use tax paid on qualifying purchases pursuant to
Section 23645.

>

(b) (1) Except as provided in paragraph (2), a taxpayer may claimthe
benefits specified in paragraphs (1) through (4), inclusive, of subdivisions (a)

to (d), inclusive, if that taxpayer is engaged in a trade or business within the

designated site pursuant to Section 67472—andthepriwaryt+Hne—of business—+s
I I | Les. | I Y | * the busi

(2) This section shall not apply to any taxpayer whose prinmary |ine of
business is retail sales as described in Codes to , i nclusive, of the
Standard I ndustrial Cdassification (SIC) Minual published by the United States
O fice of Managenent and Budget.

(c) If atax benefit otherwi se would be all owabl e pursuant to paragraphs (1)

through (4), inclusive, of subdivision (a) for any incone year after Sections
23645, 23646, 24356.8, or 24416.2 have becone inoperative or have been repeal ed,
then, notwi thstanding that the section has becone inoperative or has been
repeal ed, those sections shall be deened to remain in existence solely for

pur poses of allowing the tax benefits provided under this section.




